Using representative German employee data, we analyse the role of works councils for the incidence of severance payments subsequent to dismissals. While there is a positive relation with severance payments after those dismissals which stem from plant closings, the incidence of a works council is negatively associated with severance pay subsequent to individual layoffs. In both cases, we find a negative moderating effect of individuals' higher reemployment chances. We also explore gender differences and differences between the types of previously held jobs.
Introduction
Works councils have the purpose of acting as firm-level complements to nationally or sectorally organized unions in several countries. They are intended to foster communication between employees and management and to contribute to trustful employment relations within firms. A considerable body of literature has thus investigated the economic consequences of works councils on firm performance (see Addison et al. (2004b) for an overview). Works councils primarily represent the interests of the employees, though. Indeed, previous research hints at some effects of works councils on the individual level, namely on employees' outcomes. Hübler & Jirjahn (2003) and Addison et al. (2010) report a positive relation between the existence of a works council and employees' wages. Kraft & Lang (2008) do not find direct wage effects from an introduction of works councils based on individual data, though. There is also evidence for a job satisfaction enhancing role of works councils (Grund & Schmitt 2013 , Jirjahn & Tsertsvadze 2006 . Besides, scholars have extensively explored the role of works councils in the separation of employment relationships.
There is a broad consensus that works councils are associated with lower quit and dismissal rates by acting as the employees' voice vis a vis the management resulting in better employeremployee relationships (Addison et al. 2001 , Backes-Gellner et al. 1997 , Boockmann & Steffes 2010 , Dilger 2002 , Frick 1996 , Frick & Möller 2003 , Grund et al. 2016 , Hirsch et al. 2010 , Pfeifer 2007 . Hence, works council activities can discourage employees from deliberately quitting their firms and prevent employers from dismissing individual employees.
The role of works councils is somewhat different when it comes to mass dismissals in the wake of plant closings. Addison et al. (2004a) provide evidence for a positive relation of works council presence and plant closings. One argument for a potential causal interpretation of this finding is that works councils are involved in negotiating social plans which regulate, among others, financial compensations for affected employees, making it easier to accept plant closings in the first place. On the other hand, there is also empirical evidence from Jirjahn (2009) that poor sales numbers of a firm increase the probability of the introduction of a works council. Thus, reverse causality can also be relevant: The threat of a plant closing down leads to a works council being established by the employees.
However, we surprisingly still know only little about the actual role and impact of works councils for employees in cases where a decision about a dismissal has already been made.
The loss of a job constitutes a grave problem for affected individuals in most cases, so that institutions whose purpose is to support workers should be interested in the personal situation of these people. But do works councils, as the firm-level employee representation institution, still take care of employees who are no longer part of the establishment's workforce anymore or will not be in the near future? Or does their support stop at the factory gate?
In general, there is evidence that some dismissed employees benefit from outplacement measures of firms which lead to higher re-employment possibilities (Alewell & Hauff 2013 , Doherty 1998 , Mayrhofer 1987 , Pull 2008 or their monetary losses are reduced by receiving severance payments (Goerke & Pannenberg 2010 , Grund 2006 . However, these cited contributions did not examine the specific role of works councils in this context.
We therefore want to address this issue empirically and explore the role of works councils for the incidence of severance payments in cases of dismissal. We focus on Germany. We consider possible selection effects of dismissal decisions and distinguish between individual layoffs and plant closings. We also take a possible subsequent re-employment of affected individuals in other firms into account and examine differences between groups of employees, e.g. with regard to gender and the type of previously held jobs.
Based on institutional and theoretical considerations (section 2), we describe the data of the German Socio-Economic Panel (SOEP) and the methodology that we make use of (section 3).
We present the results in section 4, discuss them in section 5 and conclude in section 6.
Institutional framework and theoretical considerations
According to the German Works Constitution Act (Betriebsverfassungsgesetz, WCA), works councils can be established by the employees in plants which consists of at least five employees. Their overall purpose is to advocate the interests of the workforce. Therefore, the WCA equips works councils with several information, consultation and even codetermination rights. Employers have to discuss every employer-initiated termination of an employment (=dismissal) with the works council and provide reasons for it. The council can object to the dismissal if the employer has disregarded social aspects and/or if the employee could remain in the firm in another job. However, in many cases of in actual fact unjustifiable dismissals, a further cooperation between the employee and the employer is no longer possible and both parties may agree to financial compensation in terms of a severance payment. In this process, works councils can play a certain role and influence the negotiations.
1 Being the safe guarder of employees' interests, works councils should then act in favour of a severance package then.
However, one can also analyse this situation from a political economy perspective. As works councils are re-elected every four years, they are assumed to focus on measures that will maximize their chances of staying in office. On the one hand, dismissed workers who have to leave the firm cannot take part in the elections anymore, as they become outsiders in the sense of the insider-outsider theory (Lindbeck & Snower 2001) . Works councils may therefore expend more time and effort on measures that help the remaining employees. On the other hand, supportive actions on dismissed employees' behalf can be interpreted, also by the incumbent insiders, as a signal of the willingness of the works council to defend the interests of all workers.
The incentives of the works council to support dismissed employees in their negotiation for a severance package should also depend on the kind of dismissal. In general, dismissals can be differentiated into three kinds with regard to the German Employment Protection Act (EPA, Kündigungsschutzgesetz): (1) layoffs due to severe misconduct, e.g. being under the influence of alcohol in the workplace or being repeatedly late; (2) layoffs due to personal characteristics that prohibit the performance demanded by the job, e.g. being chronically ill; (3) dismissals due to operational reasons, e.g. redundancies because of a severe decrease in the firm's sales.
In the latter case, works councils are supposed to help employees firstly by avoiding dismissals, but also afterwards with their severance negotiations, should a dismissal be unavoidable. This is most obvious in the case of mass dismissals, e.g. in the case of plant closings. Then, works councils have the right to negotiate a social plan (including severance payments for affected employees) according to § 112 of WCA.
Hence, we expect:
Hypothesis 1: The probability of receiving a severance payment in the case of a plant closing down is higher when employees have been working in a firm which has a works council.
The situation might be less straightforward regarding individual layoffs, especially if it is not possible to assess the exact circumstances of the dismissal (which is usually the case when 1 Ultimately, if there is no agreement between both sides, the case can go to court, where the employer might also be obliged to pay a severance package.
making use of quantitative data). In general, we can assume the probability of a layoff to decrease with individuals' effort and ability. The worse that employees perform in their workplace, the higher the chance is that employers will consider dismissing them. However, the presence of a works council should complicate dismissals stemming from inferior performance if a works council still takes care of employees with regard to layoffs. Its existence may then lower the thresholds for effort and ability below which employees are actually laid off. In consequence, average levels of ability and in particular of previous effort are then lower for laid-off workers who worked in firms which had works councils compared to those individuals whose establishment had no employee representation, given that we are observing layoffs. Because works councils may hinder firms from laying off employees in cases of moderate misconduct or weak performance, the dismissed individuals tend to be the "more severe" cases (e.g. excessively consuming alcohol during work, or stealing). These are supposed to be the cases where works councils do not support the affected workers, as the behaviour of these individuals possibly not only harms the firm as a whole, but also the coworkers.
What is the implication of our conjecture of the role of works councils for the relation between individual layoffs and severance payments? If we could exactly observe and control for individuals' ability for the recent job, effort in a broad sense and all circumstances of a dismissal decision, then we could cancel out reasons for a non-supportive behaviour of the works council. In consequence, we would expect to observe a severance pay enhancing role of works councils also in the case of individual layoffs. However, we will discuss below that it is questionable about adequately controlling for all of these issues sufficiently and will refer to the likely corresponding selection effects. We therefore abstain from formulating an explicit hypothesis at this point.
Receiving a severance package might mitigate the most severe financial problems in the wake of losing a job. From the employees' perspective, the possibility of soon finding a new job should be a valuable alternative to a severance pay. Hence, works councils' efforts in favour of severance payments might be moderated by re-employment possibilities. First, works councils may concentrate their effort on cases with low re-employment chances in order to avoid the most severe financial problems. Second, they may play an active role in negotiations with firms and trade-off severance payments against (costly) outplacement measures. The most obvious indicator of re-employment possibilities is the actual reemployment after the dismissal.
We therefore formulate
Hypothesis 2: Re-employment of an employee in another firm after the dismissal negatively moderates the relation between works councils and severance payments.
Data and methods
We use data from the German Socio-Economic Panel (SOEP, see Wagner et al. (2007) In the SOEP, participants are asked about the incidence and the reason for the termination of their previous job in the preceding year. Among others (such as own resignation or the expiration of a temporary contract), individuals can report plant shut-down and individual layoff as potential reasons. In the first case, it is straightforward that the dismissal took place due to operational reasons in the sense of the German EPA. However, it is important to notice that in the latter case we are not aware of the exact reason and circumstances of the dismissal as it might have been due to severe misconduct, due to personal characteristics that prohibit the performance demanded by the job, or even due to operational reasons as well (because there is no need for a particular job in the firm any more).
Our sample comprises 11,256 observations, including 478 dismissals. Table 1 gives an overview of our sample. A number of 339 individuals have been laid off. 27 percent of them previously worked in a firm with a works council. An additional number of 139 individuals lost their job because of a plant closing down (these employees worked in firms which had works councils in 42 percent of the cases). In cases of individual layoffs, 16 percent got a severance payment from their former employer. The share of workers having received a payment is about 11 percentage points higher among those who had worked for a firm which had a works council (0.24 vs. 0.13). The raw difference is with 25 percentage points even more pronounced with respect to plant closings: 35 percent workers whose firm had a works council received a severance payment, while only 10 percent of them without employee representation report such a payment. However, workers whose previous employer had a works council differ considerably from their counterparts who worked for a firm which did not have an employee representation, for instance in terms of the size of the firm or the industry which they worked in (see Table 1 ). As these variables are likely to be related to the incidence of severance payments as well, we have to control for them in a multiple regression model in order to distinguish the distinctive role of works councils. We use the incidence of a severance payment as our binary dependent variable (1=yes), and we apply a binary probit model. Our model can be described by
Severance payt = ß1WoCot-1 +ß2Indt-1 + ß3Jobt-1 + ß4Yeart-1 ,
where Severance payt indicates whether the dismissed individual had received a severance payment from the old employer. We will differentiate between severance payments after plant closings and after individual layoffs by estimating separate models with identical independent variables. WoCo is a dummy that indicates whether a works council existed in the former firm of the individual. Indt-1 is a vector of several individual characteristics, such as gender, age and schooling. Jobt-1 is a vector of job-and firm-specific characteristics such as wage, tenure, job status and firm size. Yeart-1 is a vector of survey year controls. All explanatory variables are taken from the survey year before the dismissal (=t-1). The coefficients ß1 to ß4 show the association of our independent variables with the incidence of a severance payment. Most importantly, ß1 indicates whether a previous works council presence is related to severance pay, controlling for several individual and job-/firm-specific characteristics. In the wake of plant closings, we expect a positive sign according to our Hypothesis 1.
In a second step, we also want to investigate whether the relationship between works council presence and severance pay is moderated by a potential re-employment. We therefore extend
(1) in the following manner:
Sev payt = ß1WoCot-1 +ß2WoCot-1*Re-employedt + ß3Re-employedt + ß4Indt-1+ ß5Jobt-1 + ß6Yeart-1 .
WoCot-1*Re-employedt is an interaction term between a previous works council presence and a dummy that indicates whether the individual has already been re-employed by survey year t.
First, we understand re-employment as a person having a full-or part-time job again. Second, we will also differentiate between the two employment forms. As stated in Hypothesis 2, we expect a negative moderation effect, which would be revealed by a negative sign of ß2 in this model.
As mentioned above, the SOEP does not supply us with the exact circumstances of job terminations in an extensive way. However, we argued in section 2 that works councils are likely to already influence the layoff decisions of the firms. As a result, we expect that there will be differences within the group of laid-off people with regard to the degree of misconduct or lack of ability, dependent on whether a works council existed in their former firm or not.
We will tackle this challenge by applying a two-stage Heckman model in the case of individual layoffs: 2 1 st stage: Layofft = γ1WoCot-1 + γ2Effortt-1 + γ3Indt-1 + γ4Jobt-1 + γ5Yeart-1 2 nd stage: Severance payt = ß1WoCot-1 +ß2Indt-1 + ß3Jobt-1 + ß4Yeart-1 .
The 2 Moreover, it contains the vector Effortt-1 comprising the variables "days absent due to sickness" [# in the year], "overtime hours per week" and "got a bonus payment" [1=yes], which may be interpreted as proxies for individual performance prior to the layoff. We assume individuals who show severe misconduct in the workplace to score worse on these variables. If we are able to capture the relevant circumstances of the individual layoffs with these variables, we would then expect a positive sign of ß1.
The coefficients resulting from estimations of the models above in connection with their significance levels indicate the statistical significance, in particular in terms of the relation between works council presence and severance pay incidence. However, as we are also interested in the economic relevance of our results, we additionally compute average marginal effects of works councils after each model based on the estimated coefficients.
Regarding the interaction with re-employment, we acknowledge the challenge of interpreting marginal effects of interaction terms in maximum likelihood models, as discussed by Ai & Norton (2003) and Greene (2010) . Karaca-Mandic et al. (2012) propose the following solution, which we also use here: First, we estimate the probit model with the additional interaction effect. Second, we compute average marginal effects of works council presence on the incidence of severance pay for (1) individuals who have already been re-employed by the subsequent year and for (2) workers who are not by using the coefficients of the probit models. The difference between the two marginal effects can be interpreted as the interaction effect averaged over all individuals in our sample.
Results
We start with the results of our binary probit models of the incidence of severance payments.
The findings are shown in Table 2 . Individuals who were dismissed because of a plant closing benefit from a works council through an increased probability of a severance payment, see model (1). This is in line with our Hypothesis 1. In contrast to that, model (2) reveals that individuals who were laid off and after working in a firm which had a works council have a significantly lower probability of a severance payment than those who worked for a firm which did not have employee representation. Hence, controlling for other covariates changes the unconditional result from a positive to a negative differential.
The results with regard to the control variables indicate that firm size in particular is responsible for this shift. The larger the firm, the more likely that laid-off workers will receive severance pay. In addition, the previous wage as well as the tenure with the firm are positively related to the incidence of severance payments, both after plant closings and in the wake of layoffs. This might stem from the legal regulation in the German EPA that conditions the amount of severance packages on previous wage, tenure and age ( §10).
Using these results, we compute average marginal effects in order to explore the economic meaning of the coefficients. The results are shown below the works council coefficient in italics. We see that for both layoffs and plant closings the effect sizes are quite substantial.
Controlled for our covariates (with firm size in particular that is highly correlated with works council presence), we find that the probability of getting severance pay after a plant closure is 16.4 percentage points higher when the old firm had a works council. Compared to our unconditional differential of 25.6 percent, we see that our covariates can explain only about a third of it. Regarding layoffs, the size of the marginal effect is also considerable with -9.3 percentage points. However, it is unclear whether the negative coefficient with respect to severance payments after layoffs really indicates a negative impact of works councils. As discussed above, we assume works councils to already influence the layoff decisions of the firms, which results in differences within the group of laid-off people with regard to the degree of misconduct or lack of ability, dependent on whether a works council existed in their former firm or not. We therefore apply the Heckman probit model, as described in section 3. The results are shown in Table 3 . On the selection stage, only sickness days are predictive of an individual layoff among our proxies for effort on the previous job. The signs of the coefficients for overtime hours and bonus payments are in line with our expectations, though. Confirming the results in the literature, a works council presence is negatively related to a layoff. Notes: Robust standard errors in parentheses. The sample size on the 2 nd stage is slightly smaller than in the models of Table 2 , as for 8 observations some information on the selection stage is missing.
At the 2 nd stage with the incidence of severance pay as dependent variable, though, the works council coefficient is still negative and significant at the 0.1 percent level. The marginal effect of works councils, which now takes possible selection effects into account, is even larger in size with -12.8 percentage points. We will discuss this finding in section 5 below. Table 4 : Binary probit models of severance payments -interaction with re-employment Notes: Robust standard errors in parentheses. ***p<0.01, ** p<0.05, *p<0.1
We also argued above that the impact of works councils on negotiations on severance packages might be moderated by re-employment possibilities for the dismissed employees.
We therefore interact the works council dummy with a dummy that indicates whether workers have already been re-employed (full-time or part-time) by the point in time when they are asked about a dismissal in the previous year. The results can be seen in Table 4 . Indeed, we do find a significant and negative interaction effect between the two variables, both after plant closings and after layoffs. This is in line with our Hypothesis 2. It seems to be the case that works councils put more effort into supporting dismissed employees in terms of severance packages when these individuals have lower re-employment chances and vice versa. For both kinds of dismissals, the average marginal effect of works councils is significantly lower when individuals have already been re-employed. We also check whether the type of new employment is crucial. Indeed, the interaction effect is dominated by workers who have been re-employed full-time and we do not find a significant interaction with part-time reemployment. Notes: Robust standard errors in parentheses. The results are based on coefficients of probit models which are similar to those in Table 4 . Regarding subgroups, we interact the works council dummy with the respective subgroup dummies and calculate the marginal effect of the works council based on this model. The number of observations was too small for interaction terms between the works council dummy and the job status dummies as well as the foreigner dummy in the model of severance payments after plant closings. Regarding union membership, we imputed the information for the year 2006 from 2007, as the question was not included in the 2006 SOEP questionnaire. ***p<0.01, ** p<0.05, *p<0.1.
We do several robustness checks in order to investigate whether there are differences across other subgroups. For this purpose, we reiterate our approach with respect to re-employment possibilities and interact the works council dummy with the respective subgroup dummy. In the following, we only illustrate the average marginal effects computed on the base of the coefficients of the binary probit models (the detailed results are available from the authors on request). First, we find that average marginal effects for men are lower than for women, even though the difference is only significant with respect to layoffs. Second, we look at possible differences with respect to job statuses. Due to the small sample size, we cannot assess differences following plant closings. Regarding severance pay after layoffs, though, we see the biggest effect sizes in the lower hierarchical ranks. Third, we examine whether dismissed workers get any support from their trade union which substitutes help from the works council.
However, we do not find significant differences between members and non-members of a trade union. Fourth, we differentiate between German and non-German nationals, but also find no significant differences in terms of the impact of works councils.
We abstain from exploring differences in the amount of severance payments in this contribution in detail due to the small number of observations. However, our data yield information that huge differences in severance payments between dismissed employees in firms with (median = 2,600 €, n=40) and without works councils (median = 12,650 €, n=40)
can be explained by differences in previous firm tenure and wages. Corresponding severance pay factors (=severance payment / [previous monthly wage * years of tenure]) do not differ considerably (median 0.45 and 0.48, respectively). This pattern holds for both individual layoffs and plant closings. Hence, it might be that works councils are only relevant for the occurrence of severance pay and not for their actual size.
Discussion
In contrast to prior studies that investigated the relationship between works council presence and individual outcomes of incumbent employees, we explore whether works councils still take care of dismissed employees by supporting them with regard to severance payments. We find a positive association between works councils with severance payments after plant closings. This is in line with our theoretical considerations, which expect works councils to be supportive when the reason for the dismissal has not been self-induced by the worker. It might also be seen as an empirical confirmation of Addison et al.'s (2004a) explanation for their finding of a positive correlation of works council presence and the incidence of plant closings.
They argue that works councils are able to negotiate social plans that "make the work-force more amenable to reductions in size" (p. 144). Taking this for granted, it is not surprising that we observe a higher probability of severance pay if a works council existed in the establishment. Otherwise, the council and the work-force as a whole would have opposed the shut-down of the plant.
Our findings point in the opposite direction when it comes to the incidence of severance pay after individual layoffs. Here, we reveal a negative association with works council presence.
This result can be interpreted in two directions. First, it seems likely that the SOEP data are not detailed enough to capture all relevant information for the circumstances of the different kinds of dismissal and the degrees of misconduct or the lack of ability. Even though we apply a two-stage model which controls for a wide variety of possible antecedents of layoffs, the negative relation remains stable and significant. Second, a non-supportive works council may even encourage firms not to pay a severance package. Either explanation is likely to be relevant to some extent.
In a second step, we explored whether works councils make their support contingent on the degree of re-employability of the affected workers. We find that the relation of works councils presence and severance pay is weaker for those workers who have better re-employment possibilities. Hence, there seems to be a trade-off in the sense that councillors might alternatively advocate appropriate outplacement measures to be conducted by the firm instead of monetary payments to dismissed employees. We also looked at worker subgroups that might be affected differently by works councils. Regarding layoffs, our results reveal that the negative association of prior works council presence is only significant for males. One explanation might be that works councils even act against severance payments in cases of severe misconduct. In fact, there is evidence that men are more likely to engage in counterproductive behaviour in the workplace that harm both the organization (such as theft)
and their colleagues (such as physical or verbal assaults), especially in stressful conditions (Spector & Zhou 2014) . It is also known that heavy alcohol consumption is more common among men (Wilsnack et al. 2009 ), which leads to a considerably worse performance at work (Mangione et al. 1999) and is one of the reasons for individuals layoffs due to misconduct. All in all, this supports our notion that layoffs in firms with works councils stem much more often from severe misbehaviour, which makes it unlikely that councils will act in favour of severance pay.
Conclusion
We provide first evidence of the role of works councils in providing severance payments for dismissed employees. The incidence of severance payments is considerably positively associated with the existence of a works council in the context of plant closings. In contrast, our results are very different for individual layoffs. This result, however, may be driven by unobserved heterogeneity between individually dismissed employees in firms with and without works councils due to a lack of more detailed data on the circumstances of the dismissals. We find interesting differences between groups of employees and interdependencies with the observation of individuals' re-employment in the year after the dismissal.
Future research may try to capture the circumstances of dismissals more exactly, most preferably with a direct assessment of the reason of the dismissal in the logic of the German law (severe misconduct vs. operational reasons). We also suggest additionally taking the type of works council into account. Pfeifer (2014) shows that the effect size of works council presence on different HRM problems depends on the degree of the council's cooperativeness.
Hence, one might assume that the negotiation behaviour of the works council is influenced by its relationship with the management. In this sense, also evidence from other countries would be helpful to explore the robustness of our results across similar and different institutional environments. Future research may also extent the analyses from the pure incidence of the severance payment and consider the amount of the payment and severance pay factors (taking previous firm tenure and wages into account).
